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SUMMARY 


Emerging from the November elections with a renewed four-year 
mandate, Prime Minister Constantine Caramanlis' task is now 
to regain economic momentum without aggravating inflationary 
pressures. Real growth in 1977 slowed to a moderate but 
respectable 3.9 percent, most of it attributable to the con- 
tinuing dynamism of the services and construction sectors. 
Agricultural output, suffering from adverse weather for the 
second year in a row, dropped ty 5 percent, and industrial 
production, impeded by flagging European demand and domestic 
strikes, rose by less than 2 percent. Languishing productive 
investment is still the most serious medium-term threat to 
Greece's future growth and development. Inflation also con- 
tinues to be of concern, particularly since inflationary 
expectations and efforts to increase real living standards 
have fueled demands for higher wages and salaries. New 
economic policies include a more expansionary budget, 
tighter monetary and credit controls, and limitation of wage 
and salary increases. 


ray eee eee prospects continue to be favorable. The 
1977 trade deficit was slightly higher than expected because 
of a drop in exports at the end of the year, but invisibles 
and private capital inflows remained strong, so the outcome 
for the year was quite satisfactory. A similar situation is 
expected in 1978. Because of Greece's excellent credit rating 
and liquid international money markets, there will be no dif- 
ficulty in financing the projected $300-350 million gap. 


EarlyEC entry is of top priority to the Prime Minister, and 
partly because of his personal interest momentum has accelerated 
this year. 


U.S. exports to Greece have suffered from stagnating investment 
and the delay in implementing major projects--in 1977 theU.s. 
slipped to fifth place as a supplier. The downward float of 
the dollar should giveU.S. goods a price advantage in 1978, 
but high quality and competitive financing--perhaps through 
Export-Import Bank--are still important. Sectors of greatest 
interest include mining, energy, agribusiness, transportation 
and communications. 


The long-awaited investment incentives, comprising grants and 
other benefits to encourage regional development, took effect 
April 1, 1978. Foreign investors also still benefit from 
Greece's favorable Law 2687/53. Rapidly expanding economic 
and commercial ties to the Middle East and North Africa, and 


Greece's emergence as a regional center, should bring increas- 
ingly attractive trade and investment opportunities. 





GREECE: KEY ECONOMIC INDICATORS 3 
All values in US $ million and represent period averages unless otherwise indicated. 
Exchange Rate: US $1 = 36.6 (1976), 36.8 (1977), 37.0 (1978, est.) Drachmas 


% Change 
1976 1977 77/76 19786/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current PricesC/ 22,913 26,689 ; 31,270 
GNP at Constant (1970) Prices¢/ 11,306 11,68) 12,295 
Per Capita GNP, Current Prices US $¢/ 2,500 2,885 48 3,330 
Gross Fixed Asset Formation, Current Pricesd/ 3,485 4,162 44 4,710 
Personal Income, Current Prices 20,482 23,936 ; 27,850 
Indices: (1970 = 100) 
Industrial Production 166.5 169.6 ; 176.4 
Avg. Labor Productivity N/A N/A N/A 
Avg. Industrial Wage 259 303 364 
Avg. Industrial Wage, Drachmas Per Day 329 385 : 462 
Labor Force (millions)&/ 3.25b/ 3, 25b/ 3.25 
Avg. Unemployment Rate (non-agric) of/ 2.4 2.2b/ 


MONEY AND PRICES 

Money Supply 3,686 4,387 
Bank of Greece Rediscount Rate 10 11 
Consumer Price Index (1974 = 100) 128.5 144.1 
Wholesale Price Index (1970 = 100) 219.6 249.8 
Retail Sales Value Index (June 1974 = 100) 142.3 168.9 


BALANCE OF PAYMENTS AND TRADE 
Gold §& Foreign Exchange Reservesg/ 905 1,045 
External Public Debtg/h/ 2,172 2,427 
Total External Debt&/1/ 3,793 4,304 
Debt Servicing as % of Current Receipts 
from Exports and Invisible Earnings 10.0 9 5b/ -- 
Current Account Deficit -1,096 -1,283 17.1 
Trade Deficity -3,333  -3,903 17.1 
Exports, FOBY: 2,228 £322 
U.S. Share $K/ 5.7 0b, -- 
Imports, CLFy/ 5,561 15.5 
U.S. Share 3K/ 8.4 by -- 
Main Imports from U.S. k/ Food products and live animals $114, $52; 
(1976, 1977 ten months)— machinery and transport equipment $135, 
$81; other manufactured goods $58, $55; 
chemicals $36, $30; raw materials $42, 
$42. 


a/Because the drachma was depreciating against the dollar, these percentages are slightly 
lower than the actual change in drachma values. In fact GNP in constant prices rose by 
3.9 percent in 1977. b/Estimate. C/Market prices. d/Exc}. 

3.235 million. f£/Registered unemployed. &/End period. h/Medium and long term excluding 
suppliers' credits. 2/Medium- and long-term public, private and suppliers' credits. 


dwellings. £/1971 census: 


j/Bank of Greece data. Customs (National Statistical Service) data. 


Source: Bank of Greece, National Statistical Service, and other agencies. 





A. Current Economic Situation and Trends 

1. New Government's Economic Policies Aim at Higher Growth 
with Lower Inflation. Prime Minister Caramanlis* New Democracy 
Party emerged from last November's parliamentary elections 

with a renewed four-year mandate, although with a somewhat 
stronger opposition. Calling for broad economic and social 
change and political reorientation, Andreas Papandreou's 

PASOK party won 25 percent of the popular vote and 93 out 

of 300 seats in Parliament. Election results suggested that 
domestic economic issues such as prices, wage and salary 


disparities, and potential unemployment are uppermost in the 
minds of the populace. 


In fact, Greece's 1977 growth rate did decelerate, particu- 
larly in the latter half of the year. Nevertheless, real GNP 
finally increased by a moderate but respectable 3.9 percent. 
Influenced by slowing European export demand and no perceptible 
change in manufacturing investment, which has stagnated for 

the last three years, industrial production rose by only 1.9 
percent. Even more disappointing was a 5 percent drop in 
agricultural output, primarily because of the early drought 
nich cut grain ireewsts. Had it not been for the buoyancy 

of services--defense and public administration, tourism, 


shipping, etc.--and residential construction, which was again 
responsible for most of the increase in fixed asset formation, 
Greece might have shared the plight of OECD neighbors plagued 
by recession and rising unemployment. 


Concerns about inflation are real. The Consumer Price Index 
(CPI) rose by an average 12.1 percent, lower than the 1976 
average of 13.3 percent but still double-digit inflation for 
the fifth consecutive year. Inflationary expectations have 
fueled demands for wage and salary increases, even though 
real wages and salaries are rising faster than productivity 
or national income. Other sources of price pressures are 
budgetary deficits; rising import prices as the drachma 
depreciates vis-a-vis major European trading partners; and 
lively consumer demand in the face of low investment and 
high-capacity utilization in certain industries. 


The new Government set its economic goals and policies to 
include a 5.5 percent real GNP South: a maximum inflation 
rate of 10 percent; and 11 percent gross asset formation, 
including construction. Although stimulating the economy 
while keeping a tight rein on prices is a delicate maneuver 
for any administration, the Caramanlis Government hopes to 
tackle the problems with fiscal, monetary and income policies. 





Because of concerns over growth and unemployment, the budget 
is more expansionary this year. Although the regular budget 
is balanced at $6.8 billion, the $1.5 billion investment 
budget will be almost entirely deficit-financed. With the 
addition of the consumer goods account deficit, which is 
financed entirely through central bank borrowing, the total 
deficit could exceed $1.8 billion, or 5.8 percent of GNP. 
Defense expenditures, at $1.6 billion, will again account 
for a significant portion of the budget (20 percent) and 

GNP (5.2 percent). On the revenue side, the Government 
imposed no new taxes and granted $180 million of tax relief 
to lower-income groups. However, because of rising prices 
and nominal incomes, the real tax burden for many may be 
greater this year. 


Monetary policy, through selective credit and interest rate 
controls, is aimed at restraining inflation by limiting the 
expansion of monetary aggregates, but still ensuring suffi- 
cient credit for productive investment. Measures to limit 
expansion of the money supply showed some results in the 
second half of 1977 when the rate of growth declined to 

18 percent vis-a-vis 23 percent during the first six months. 
On the other hand, private sector loans, particularly short- 
and medium-term, expanded at the relatively rapid rate of 

26 percent. 


The Government's incomes policy has three objectives: 
raising real incomes of the lowest paid; safeguarding the 
purchasing power of the relatively wealthier; yet restraining 
price increases to preserve monetary stability. The 1978 
collective agreement between labor and management groups, 
which sets minimum wage and salary increases that serve as 

a guideline for subsequent contracts, allows for hikes of 
around 22 percent. However, during the first part of the 
year, demands for even higher wage and salary increases were 
sometimes accompanied by strikes and work stoppages. They 
were reinforced by the relatively low level of urban and 
semi-urban unemployment--under 3 percent last year. 


For this year, it appears that a real GNP growth of 5-5.5 
percent is attainable, but with an inflation rate closer 

to last year's 12 percent, particularly in view of the public 
sector deficit and recent wage contracts. The main stimuli 
on the demand side will be consumption, both private and 
public, residential construction, and to a lesser extent 
exports. So far, productive investment has shown little 

sign of revival, the new incentives notwithstanding. 





Growth will come in large part from continuing expansion 
of services: 1978 is expected to be a record year for 
tourism; also administrative, banking, commercial and 
transportation activities will certainly increase. 


Prospects for agriculture are auspicious, after two years 
of decline due to unfavorable weather. In particular, 


grains, one of Greece's most important crops, should have 
a bumper year. It is too early to predict the prospects 
for other crops, but hopes are high. 


Industrial production may show some improvement over last 
year, but will still be affected by lower export demand, 
capacity limitation in certain sectors, and sluggish invest- 
ment. Residential construction is booming and should account 
for most of the increase in fixed asset investment. Because 
Greece lacks a viable capital market, a large proportion of 
domestic savings has always been directed towards housing. 

To direct funds into more productive uses, a series of 
measures to improve the Stock Exchange and capital market 
operations were recently announced. 


The new Government has decided to revise the targets and 
objectives of the 1976-80 Five-Year Plan, a draft of which 
was submitted to Parliament in June 1977. The Center for 


Planning and Economic Research (KEPE) is now in the process 
of preparing a new Plan for 1978-82. 


2. Balance of Payments: Export Growth is Curtailed by 
Slowdown in Western Europe. Slowing of export momentum 

in the latter four months of 1977 resulted in a somewhat 
higher than expected trade deficit. Because of the con- 
tinued strength in invisibles and private capital inflows, 
however, recourse to official borrowing remained moderate 

for a second consecutive year. Greece's balance of payments 
has always suffered from a structural problem: Her weak 
export base is not able to cover essential imports of capital 
goods, sophisticated industrial products, oil, and raw 
materials. Invisibles offset the bulk of the trade deficit 
until 1972, when world recession, skyrocketing oil prices, 
and military modernization following the Cyprus crisis caused 
it almost to double. Since the gap had to be covered by 
heavy foreign borrowing, the debt service burden jumped. 
Although the situation has improved dramatically over the 
last three years, these events underline the vulnerability 

of Greece's balance of payments to both international political 
conditions and the level of world economic activity. To 
achieve long-term balance-of-payments security will require 
considerable industrial investment, implying continued 
dependence on external financing for some time to come. 





Imports in 1977, stimulated by strong domestic consumer 
demand, rose by 16 percent to $6.4 billion. The most 
impressive growth came in '"non-basic" industrial consumer 
goods, and especially automobiles and parts, whereas 
industrial raw materials, capital goods, and oil increased 
little in volume. Exports finally reached $2.5 billion, a 
13 percent increase over 1976. Textiles were hardest hit 
by the drop in EC demand, whereas cement and agricultural 
products did relatively well. 


Although the trade deficit rose to $3.9 billion, net 
invisibles, and particularly shipping remittances, increased 
more rapidly than expected. Thus the current account 
deficit, at $1.28 billion, was held to less than 5 percent 
of GNP. It was entirely covered by autonomous inflows of 
net private capital, which reached $1.36 billion, leaving 


only amortization payments to be financed. Foreign exchange 
deposits and inflows for housing were especially strong. 

On the other hand, a net outflow of long-term private invest- 
ment capital for the third year in a row was disappointing. 
Official borrowing reached $478 million vis-a-vis $234 million 
in 1976, but $140 million served to increase reserves to 
$1,045 million at year end. Because of the relatively low 
levels of borrowing in the past two years and rising current 
account receipts, the debt service ratio has declined. It 


was 10 percent in 1976 and is expected to drop to 8 percent 
in 1978. 


Prospects for 1978 are for a similar outcome. Imports are 
expected to rise by 14 percent, with further strong growth 

of consumer products, moderate increases for raw materials, 
and little change in capital goods. Increases in agricul- 
tural production and further penetration of Middle Eastern 
markets, where sales have more than tripled from 1974 to 

1977, underlie projections of a 13 percent increase in 
exports. If invisible earnings also rise as expected-- 
tourism anticipates another record year--the current account 
deficit will increase only moderately. Although net suppliers' 
credits and private foreign investment inflows may remain low, 
foreign exchange deposits and housing inflows should again 
offset this, keeping official financing in the manageable 
range of $300-350 million. Given her excellent international 
credit rating and the current liquidity in international 
money markets, Greece will have no difficulty financing the 
gap through borrowing, if she chooses to do so. 


3. Negotiations with the EC - Earliest possible accession 
to the EC is a top-priority Government objective, and it 
has stepped up efforts to explain the benefits to the Greek 





population. During the first part of 1978 Mr. Caramanlis 
also undertook several trips to EC capitals to press Greece's 
case. European leaders responded favorably, reaffirming 
their support. Greece hopes to conclude substantive negotia- 
tions by the end of the year, with full membership by the 
beginning of 1980. 


B. Implications for the United States 


1. Dollar Depreciation Improves U.S.Prices but EC Competition 
is Strong. U.S. exports to Greece in the first ten months o 
1977 dropped by 5 percent vis-a-vis 1976, to $276 million-- 
a decline attributable in large part to the continuing stag- 
nation of productive investment, which influenced capital 
goods imports, and the move towards consumer goods imports, 
in whichU.S. firms are less competitive because of transport 
and price differentials. At the same time, total Greek 
imports increased in dollar value by 14 percent. Thus, the 
U.S. market share slipped from 7.6 percent to 6.3 percent for 
the comparable periods in 1976 and 1977. Competition came 
largely from the EC--West Germany, Italy and France together 
hold 36 percent of the market. These countries have both a 
transport cost and a tariff edge over the y.S.,the latter 
because of the EC Association Agreement. 


As a number of major projects reach implementation, however, 
export opportunities for high-quality, technically advanced 
U.S. products Will increase. Since the drachma followed the 
dollar's downward float vis-a-vis the D-mark and Japanese 
yen, US prices have become more competitive, but delivery 
dates, market penetration and financing terms are also 
important elements in gaining export contracts. The Export- 
Import Bank, which is interested in expanding its exposure 
in Greece, can assist in financing through its direct lending, 
guarantee, and insurance programs. U.S. branch banks located 
in Greece's three commercial centers--Athens, Piraeus and 
Thessaloniki--can also facilitateU.S.companies' efforts to 
enter and develop Greek markets. 


Firms interested in promoting their products in Greece and 

the Eastern Mediterranean may wish to exhibit in the 1978 
Thessaloniki International Fair, the single largest promotional 
event in Greece. US Department of Commerce-sponsored promotion 


*All statistics in Section B.1. are based on customs data 
and percentages are calculated on drachma values unless 
otherwise indicated. ThevU.S,share of the market is based 

on customs data excluding ships which, because of their size 
and infrequency, have a distorting effect. 





events in Greece in coming months include a pollution-control 
equipment group travel mission in October 1978, a plastics 
industry trade promotion event in Thessaloniki in late 
October 1978, a packaging equipment catalog exhibit at 

Index 78 in Athens in November and a textile equipment 

trade mission in December 1978. 


2. Areas of Special Interest to U.S.Firms - Greek plans for 
the rapid exploration and development of mineral wealth and 
the expansion of the mineral processing sector are of con- 
tinuing interest to U.S.business. n response to the move 
towards early EC membership, both private and governmental 
organizations plan to construct a number of raw and inter- 
mediate mineral processing facilities, with investments of 
over $500 million in plants to be in operation by 1982. By 
developing domestic sources of commodities used by metallur- 
gical industries, this should help reduce imports. Major 
new projects already underway include processing facilities 
for magnesite, nickel, alumina and asbestos. Furthermore, 
intensive exploration and development has begun for new 
deposits of chromite, mixed sulfides, gold, phosphates, 
antimony, tungsten, molybdenum, heavy minerals and lignite. 
U.Sfirms are now actively sounding out the Greek market for 
mining equipment and several are presently involved as 
suppliers and consultants in various projects. Prospects 


and opportunities continue to be bright in this important 
sector. 


Greece's endeavors to reduce dependence on imported petroleum 
by developing local fuel resources offer export opportunities 
in the ener sector. The Public Power Corporation's (PPC) 
ten-year development plan projects a 115 percent increase in 
electrical generating capacity by 1987, to come from 18 new 
hydroelectric units (2,000 megawatts), ten new lignite-fired 
plants (3,000 megawatts), and a 600-megawatt nuclear power 
plant. Based on préqualification tenders submitted last year, 
the PPC plans to invite a number ofv.s, and foreign engineering 
firms to submit proposals for consulting services contracts 
relating to the nuclear power plant, currently scheduled to 
start operating in 1987. 


Aircraft and telecommunications equipment offer opportunities 
for export sales to Greece. Olympic Airways has plans for 
acquisition of additional aircraft in the next few years and 
also intends to develop its limited cargo service. The Greek 
Government plans to upgrade and automate its air traffic 


control system and to build a new international airport for 


the capital area. 
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Modernization and expansion of the facilities of the Hellenic 
Telecommunications Organization (OTE) should stimulate demand 
for telecommunications and electronic equipment. OTE's plans 
for 1978-1981 include a computerized felaotone information 
answering service, establishment of radio links, a ship-to- 
shore communications system, a paging system, coaxial cable, 
telephone-switching equipment facilities, a third earth 
satellite station, cable connections with Syria, establish- 


ment of an industry to manufacture electronic and semi- 
electronic telephone exchange equipment, etc. 


The Government-owned Hellenic Railways Organization (HRO) 
eventually plans to modernize and electrify its network and, 
more immediately, to install a signaling system on the Athens- 
Thessaloniki line. 


IBRD projects in Greece offer export opportunities in the 
fields a irrigation, education and sewage treatment. 

3. Investment: New Incentives Announced - Acknowledging 
the importance of foreign investment, technology and 
management know-how, Greek policymakers have publicly 
stressed their interest in attracting mutually beneficial 
foreign investment. They believe that Greece's proximity 
to Middle Eastern and Balkan markets, relatively cheap and 
reliable labor force, and prospective membership in the 
European Community offer advantages to foreign investors. 
Although the Government is seeking greater control over the 
economy to achieve desired structural reforms and economic 
development, officials frequently stress the importance of 


the private sector, maintaining that economic policy will 
avoid the extremes of either laissez-faire or socialism. 


Greece's investment Law 2687 of 1953 protects foreign invest- 
ment and provides for repatriation of equity and loan capital, 
remittance of profit and interest earnings, and transfer of 
royalties in foreign exchange. In preparation for EC acces- 
Sion, the Greek Government has drawn up revised investment 
incentives which became effective on April 1, 1978, even 
though the draft law has not yet been presented to Parliament. 
The new investment package includes some of the former 
incentives, such as tax concessions, export rebates, and 
credit and financing advantages, but also introduces several 
new incentives in the form of grants and financial and other 
benefits to encourage regional development, particularly in 
the eastern frontier and the eastern Aegean islands. It 
affects a broad range of activities, including industry, 
agriculture, exports, and tourism, with emphasis on encourag- 
ing small and medium manufacturing enterprises. The incentive 
package also reflects growing Greek attention to environmental 
protection, energy conservation, and industrial research. 
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Implementation of Greece's new oil exploration and development 
legislation (Law 468/76) has not yet become effective because 
presidential decrees called for in the laws have been delayed. 
These decrees stipulate provisions for model profit-sharing 
and lease contracts, and must be approved before either oil 
exploration and development agreements can be negotiated 

Or oil exploration contracts signed during the military 
dictatorship can be revised. 


U.S.firms may find investment opportunities in major projects 
planned by the state-owned Hellenic Industrial and Mining 
Corporation (HIMIC), including a $640 million petrochemical 
complex, a $26 million ferrochrome plant, and a $15 million 
project to develop the Messolonghi salt pans, which will 
eventually lead to an intestated industrial/chemical complex. 
Additionally, HIMIC is co-sponsoring a $300 million alumina 
lant scheduled to start operating in 1982 in conjunction 
with Bauxites Parnasse Societe Company. Other projects 
include a $68 million asbestos fiber plant, which will be 
completed in 1982, and Government plans to develop recently 
discovered phosphate deposits in northwestern Greece. 
Further information on major projects is available from 
the Department of Commerce on a quarterly basis. 


5. Greece's Role as a Regional Center is we ee Greece's 
Significance as a regional trade center for the Middle East 


has grown steadily since 1975, because of its location at 

the crossroads of Europe, the Middle East and Africa, and 

as a result of continuing unrest in Lebanon. More than 200 
U.S.firms have established regional offices in Athens. The 
number is expected to increase, because they find a well- 
developed business infrastructure--including excellent tele- 
communications, air connections, office space, and housing-- 
a stable political environment, and the favorable terms of 
Law 89, which offers tax and duty exemptions to foreign firms 
engaged in commercial activities outside of Greece. 


Greek exports to the Middle East and North Africa, which 
totaled $460 million during January-November 1977, continue 
to expand rapidly. This offers attractive possibilities to 
U.S.firms, especially those engaged in high-technology fields 
such as petrochemicals or desalinization. In early 1978, 
nearly 30 Greek firms were major contractors for significant 
infrastructure projects in the Middle East. These contracts, 
60 percent of which are in Saudi Arabia, are estimated to 
total $5 billion. 
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